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COSTA RICA: Key Economic Indicators 
(In Millions of U.S. dollars unless noted) 


Domestic Economy 

Population (millions) 

Population growth % 

GDP Cin mil. of current dollars 

Per Capita GDP (current dollars) 

Real GDP (in 1966 colones, mil 
percent change) 

Consumer price index change 
(December to December) 


Production and Employment 
Labor Force (1,000s) 


Unemployment (March of each year) 


Balance of Payments 
Exports (FOB) 
Imports (CIF) 
Trade Balance 
Current account balance 
Foreign Official Debt (year end) 
Debt Service paid 
Debt Service unpaid/rescheduled 
Total debt service as % of 
merchandise exports 
Foreign exchange reserves (year end) 
Average exchange rate for year 
(colones per US$1.00) 


Central Government Finances 
Revenues 
Expenditures 
Deficit (-) or Surplus 
Deficit as % of GDP 


U.S.-Costa Rica Trade 
Costa Rican exports to U.S. (FOB) 
Costa Rican imports from U.S. (CIF) 
Trade Balance 
U.S. share of Costa Rican exports 
U.S. share of Costa Rican imports 
U.S. bilateral aid 


1985 


353.6 
377.9 
-24.3 
38.0 
34.0 
207.0 


1986 


1,085.8 
1,163.2 
-77.4 
-152.1 
3,633.7 
427.1 
214.0 


59% 
371.4 


56.50 


436.2 
408.2 
-28.0 

40.5 
33.8 
157.4 


1987 


1,113.6 
1,385.0 
-271.4 
-355.4 
3,914.0 
231.9 
613.1 


76% 
376.1 


63.6 


*see below 
N/A 
N/A 
N/A 
N/A 
181.3 


Projections 
1988 


2,782 
2.67 
4,047 
1,455 
10,976 
2.4 


1,177.0 
1,310.0 
- 133.0 
“1970 
N/A 
N/A 
N/A 


N/A 


N/A 


N/A 
N/A 
116.6 


*Costa Rican trade statistics for 1987 by product or country of origin are not 


available. 


The following U.S. Department of Commerce figures cannot be directly 


compared to 1985 and 1986 trade statistics, which are taken from Costa Rican sources, 
due to wide differences in accounting methods, but these figures do provide an 
indication of trade levels and principal products traded. 


Principal exports to U.S. (1987): 


Total $751.3; coffee, bananas, sugar, cacao and 


beef $377 (50.2%); clothing and shoes $199 (26.4%); industrial $71 (9.4%); sea 
products $39 (5.4%); nontraditional agriculture $34 (4.5%). 


Principal imports from U.S. (1987): 


Total $572; chemicals and industrial raw 


materials $154 (26.9%); consumer goods $125 (21.9%); vehicles and heavy machinery $36 


(31.2%); grains $34 (6.0%). 





SUMMARY 


The economy showed modest improvement in 1987, though a number of 
structural problems continued to plague economic management. The 
fiscal deficit continues to decline as a percentage of GDP; exports 
of nontraditional products point to a healthy diversification of the 
economy; unemployment, at 5.6 percent, is perhaps the lowest in 
Latin America; and inflation, while up slightly, is manageable. 
Economic policy, supported by agreements with the International 
Monetary Fund (IMF) and the World Bank, is oriented toward 
maintaining stability and restructuring the economy toward a more 
market-oriented, export-led growth. 


The real growth of the economy in 1987 only just surpassed the 
population growth rate. Traditional agriculture faced several 
adverse factors, some a result of the government’s economic 
restructuring efforts. Traditional exports, affected by lower 
coffee prices, reduced U.S. import quotas for sugar, and decreased 
beef exports, registered a decline. This decline plus a continued 
depression in the economies of the other Central American countries, 
formerly important markets for Costa Rican exports, caused total 
export earnings to increase by only 2.6 percent, while imports rose 
by 19.1 percent. Nontraditional export crops continued to show 
strong growth, as did new industrial products, led by clothing 
(primarily drawback operations) and packaging materials. It is 
expected that these products as a group will exceed the value of 
coffee exports for the first time in 1988. The U.S. market is 
particularly strong, as most Costa Rican products benefit from 
duty-free access under the Caribbean Basin Initiative. 


The unfavorable balance of trade prompted the government to reduce 
credit sharply in late 1987. With high interest rates and decision 
by the government to withdraw its deposits from the commercial 
banks, liquidity problems forced some financial institutions which 
had engaged in unsound practices into bankruptcy and threatened to 
take responsible institutions with them. Prompt action by the 
Central Bank and securities exchange averted more serious problems. 
Measures to regulate non-bank financial institutions more closely 
are under consideration by the Legislative Assembly. 


Two years of intermittent negotiations with commercial bank 
creditors have yet to produce an agreement on rescheduling Costa 
Rica’s large external debt, and only partial payment of interest is 
being made. While the United States continues to provide major 
economic support for Costa Rica, President Arias has actively sought 
to attract economic assistance from other donors, receiving pledges 
of assistance from a number of European countries and Japan. costa 
Rica is likely to obtain full membership in GATT in late 1988 or 
1989. 


PRODUCTION AND ECONOMIC GROWTH 


Real GDP in 1987 is estimated at 10.7 billion colones (in 1966 
colones), an increase of 3.9 percent. Growth was due principally to 
increases inconstruction, commerce, and industry. Agriculture 
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decreased by 2.5 percent. Internal demand increased by 2.1 percent, 
and exports of goods and services by 17.8 percent, netting an 
increase in global demand of 6.5 percent during 1987, slightly less 
than the 6.8 percent during the previous year. Gross fixed capital 
formation increased by 8.2 percent in 1986 and 8.5 percent in 1987 
(in constant value). 


Following up on an electoral promise, the Arias Administration has 
endeavored to build 80,000 "housing solutions" in 4 years. Cement 
sales rose by 24.5 percent over 1986, and the total land area under 
construction grew 100 percent. The construction "boom" increased 
employ and unskilled labor. However, higher prices and occasional 
shortages of building materials prevented faster growth in housing 
construction in 1987. The sector was still capable of absorbing 
around 250 million additional colones provided through BANHVI, the 
newly created Government of Costa Rica housing bank. 


Several factors contributed to a 7.1 percent growth in commercial 
activities in 1987, an increase second only to that of the financial 
sector: tariffs were lowered on many goods; more credit was made 
available by state commercial banks to merchants and their customers 
for time purchases; high real interest rates were offset by 
expectations of further devaluation of the colon, making current 
purchases attractive; and reduction of taxes on small cars, which 
was expected to be temporary, led to unusually heavy purchases of 
automobiles. Most importantly, however, credit expansion, in late 
1986 and early 1987 exceeded projected levels, leading to high 
volumes of transactions and imports. 


Industrial production (including petroleum refining) increased by 
5.5 percent in real value added in 1987. The fastest growing 
activities were the processing of food, drinks and tobacco; followed 
by the production of wooden furniture; the extraction of nonmetallic 
minerals; and machine and tool making. Textile and electronic 
drawback operations accounted for $24 million in export earnings in 
1986 and expanded to $40 million in 1987. A decrease in chemical 
production (fertilizers and insecticides) is attributed to increased 
prices for imported petrochemical inputs. Employment in the 
industrial sector increased by 1.1 percent, which although is low 
still represents an increase over the previous 2 years. 


By liberalizing interest rates, more responsive to market 
conditions, the Central Bank hoped to introduce greater rationality 
and competition into a highly distorted credit environment. In 
practice, this led to a reduction in credit available to the 
agricultural sector, and some traditional crops were either not 
planted or planted in insufficient quantities. By mid-1988, 
traditional exports of rice and meat were being imported. There has 
been considerable structural change in the agricultural sector in 
the past several years, as new crops largely for export, have 
assumed increasing importance. 


The gross value of agricultural production was 1.1 percent higher 
(in 1966 colones) during 1987 than during the previous year (as 





opposed to value added by agriculture, which actually decreased 2.5 
percent). Coffee (17.9 percent), corn (16.7 percent), poultry and 
eggs (28.6 percent), and nontraditional crops (9.7), recorded strong 
increases over 1986 in gross value in 1966 constant colones. Banana 
production was more moderate (3.9 percent). Decreases in production 
occurred in sugar cane (-5.2 percent), a crop suffering from 
worldwide low prices, sorghum, (-53.2 percent), and cotton (-28.5 
percent). A protracted drought in Guanacaste province and reduced 
credit availability affected meat production (-12.2 percent beef, 
and -9.9 percent pork), as well as rice (a 26.3 percent drop in this 
crop, which is an important staple in the Costa Rican diet). 
Increased input costs for beef and pork have caused prices to favor 
more efficiently produced chicken and eggs. 


As financial intermediation became more attractive with the 
loosening of credit and interest rate controls, and money was made 
available for commercial transactions, the increase in the value 
added by the financial sector outstripped all others: 9.5 percent 
in real terms. Other services sectors such as electricity and water 
increased significantly (6 percent), as did transportation and 
communications (6.6 percent). 


While Costa Rica has potential for tourism development, the country 
is still in the early stages of developing a coherent strategy to 
include advertising, infrastructure development, and an organization 
to direct its growth. The Instituto Costarricense de Turismo (ICT) 
has undergone considerable restructuring and is proceeding to take 
more active measures to improve Costa Rica’s recognition as a 
tourist destination. 


As an income earner, tourism stands third behind coffee and bananas, 
generating $132.17 million in 1986 (1987 figures unavailable), or 
11.8 percent of export earnings. Costa Rica faces a lower overall 
level of tourist activity than that experienced in 1982. Due to 
problems elsewhere in the region, Central America visitors have 
dropped almost 13 percent since 1982. However, tourism from Canada 
(up 36.8 percent over 1982), Mexico (almost even with 1982 levels 
after a 23 percent decline during 1983-86), and the United States 
(14.9 percent increase) are counterbalancing this effect. These 
countries were targeted for advertising in the second and third 
quarters of 1987 and will likely continue as a source of tourists 
growth in 1988. An additional source of tourists is the passenger 
liner business, which has increased dramatically in the past 2 years. 


In 1988, GDP is projected to grow approximately 2.4 percent, with 
consumption growing at 2.1 percent and gross investment growing at 
10.8 percent. Growth in agriculture is expected to be 0.7 percent 
due to a lower coffee crop. Beef, sugar and basic grains will also 
continue to exprience problems. These unfavorable performances are 
balanced by an expected 3 percent growth in banana production and 
continued success in nontraditional agricultural products. 
Manufactuirng linked to exports should experience continued 
strength, and construction activity is expected to expand again in 
1988 by 15 percent due to housing, water works, sewage and road 
projects. 





EMPLOYMENT, INFLATION, AND WAGES 


Employment increased in almost all sectors of the economy except 
agriculture (although some export crops also created new jobs). Out 
of an estimated population of 2.7 million persons, the labor force 
increased by 6 percent in 1987 to 965,300 persons. Open 
unemployment, according to government figures, is 5.6 percent, one 
of the lowest in Latin America. Underemployment, defined as people 
who earn less than specified minimum earnings per occupation, or who 
are not able to find work for more than 30 hours per week, is 
estimated to be about 9 percent of the labor force. 


Costa Rica is still a largely agricultural and rural country. About 
51 percent of the population lives in rural areas, and agriculture, 
agro-industrial activities and services to rural areas occupy about 
two-thirds of the working population. About 32.4 percent of the 
population is employed directly in agriculture, 13.8 percent in 
industry, 23.2 percent in services, 11.4 percent in commerce, 5.3 
percent in banking and finance, and the rest in other activities. 
The public sector employs about 15.6 percent of the labor force. 


The economic crisis which began about 1980 led to serious erosion of 
earnings, as inflation rates of 37 percent in 1981, 90 percent in 
1982, and 32 percent in 1983 were not compensated by comparable 
increases in salaries. At present the index of average income of 
salaried workers is approximately equivalent to that in 1978; in 
dollar terms, considering an eightfold devaluation, it is much 
lower. During 1986, with an exchange rate of colones 56.5 per 
dollar, the average monthly salary (in nominal terms) was $181. 


During 1987, wage negotiations automatically triggered by increases 
in the CPI failed to keep real average wages from falling 1.4 
percent. Wholesale prices rose 106 percent, but the price increase 
for medium and low income consumers of the San Jose metropolitan 
area was 16.8 percent, a substantial increase over the 11.8 percent 
of 1986. Considering that the CPI basket includes many items which 
are price-controlled, this is a significant, if not unduly 
worrisome, price increase. A similar increase of between 15 and 18 
percent is expected for 1988. 


FISCAL POLICY 


Since 1982, Costa Rica has followed a policy of fiscal restraint. 
The overall objectives are to contain central government 
expenditures, increase revenue, improve the balance of payments, and 
endeavor to service the foreign debt. During 1987 central 
government revenue increased by 11.6 percent in current colones, 
indirect taxes increased by 25.4 percent, and direct taxes 10.7 
percent, while non-tax revenues declined by 25.6 percent. On the 
expenditure side, total spending decreased by 3.5 percent, current 
spending increased by 1.4 percent and capital spending decreased by 
a dramatic 20.3 percent. Despite the curtailmanet of spending, 
there was a budget deficit of 10,234 million colones, representing 
2.2 percent of GDP, a major improvement since the early 1980s. 





In late 1987 a new tax law was passed which is expected to 
substantially increase revenues in 1988 and beyond. 


MONETARY POLICY 


In 1987 the Central Bank of Costa Rica continued to liberalize 
credit operations. By January 1987 the practice of allocating 
credit by categories under overall credit ceilings established by 
the Central Bank had been eliminated. State commercial bank 
managers were free to allocate credit according to demand, perceived 
risks, and guarantees offered by the potential borrower. Direct 
credit allocations as a instrument of monetary control were replaced 
by indirect monetary instruments such as sales of bonds, changes in 
reserve requirements, and discount rates. Prior colon deposits for 
dollars purchases from the state-owned banks were reduced from 
compensating measure; reserve requirements on demand, and term 
deposits between 30 and 180 days were raised from 32 to 35 percent, 
and from 20 to 23 percent, respectively. By May 1987, banking 
system credit to the private sector was up 22 percent per annum, and 
imports were up 24 percent per annum; much of the increase credit 
was going into commercial activities. To reduce credit expansion in 
the third quarter of 1987, the Central Bank increased importer 
deposits back to 50 percent, and nonfinancial public sector entities 
were made to withdraw a substantial portion of their deposits in 
state-owned banks and to make direct purchases of fiscal and 
stabilization bonds issued by the Ministry of Finance and by the 
Central Bank (rather than deal in the secondary markets). Asa 
result of these measures, private financial entities holding public 
sector bonds as transitory liquid investments had difficulty in 
selling this paper and in honoring their maturing bond issues placed 
with the public. During the fourth quarter, several private 
finance companies failed, their officers blaming the Central Bank 
for these failures. However, it is not clear how much 
responsibility could be attributed to the lack of liquidity, and how 
much to unsound practices and to outright fraud. It is now known 
that much of the deposits were converted directly into dollars and 
placed in accounts abroad. Locally, dollar deposits by the private 
sector in state commercial banks increased by 23.4 percent and 
savings and time deposits in local currency increased by 33.9 
percent during 1987. 


FOREIGN TRADE AND BALANCE OF PAYMENTS 


By the end of August 1987, total imports had reached $1,035 million, 
while total exports were far behind at $799 million, a trend the 
Government of Costa Rica and the Central Bank attempted to correct 
by applying strong monetary and credit restriction measures in the 
last 4 months of the year. At year’s end, Costa Rica had imported 
$1,385 million, an increase of 19 percent over the previous year. 
Exports were $1,114 million, an increase of 2.6 percent, and the 
resultant trade gap was $271 million. This is a significant 
increase in the 1986 trade deficit of $77.4 million. The overall 
balance of payments yielded an increase of only $4.7 million in net 
reserves (official reserves plus payment arrears) at the end of 





1987, in marked contrast to 1986, when net reserves increased by 
$59.2 million by the end of the year. This worsening trade picture 
was due in large measure to the loosened credit which fed import 
demand. 


The Central Bank continues to devalue the colon periodically against 
the dollar, from colones 58.90/$1.00 on December 31, 1986 to colones 
68.75 on December 31, 1987 (buying rates). To further dampen 
imports, a 6 percent one-time devaluation was made in January 1988; 
by mid-1988 the rate had reached colones 75.10. 


The United States continues to be Costa Rica’s main trading partner; 
in 1986 the United States provided 35.1 percent of all imports and 
bought 40.5 percent of all exports. The importance of the United 
States as a trading partner has been increasing year by year, mainly 
as a consequence of a reorientation away from protected industrial 
exports to Central America to exports of nontraditional products to 
the United State under the Caribbean Basin Initiative (CBI). 


EXTERNAL FINANCES 


The baning system ended 1987 with $376.1 million in foreign currency 
assets, an amount equivalent to about 3 months’ worth of CIF 
imports. Arrears on foreign debt servicing reached $613.1 million 
by December 31, 1987, in contrast with the $214 million pending at 
the end of the previous year. Net outflows for service transactions 
(including investment income and unilateral transfers) totaled $84 
million, up from $74.7 million in 1986, despite an increase of 
donations by USAID of $40 million (largely resulting from timing of 
drawings) and reduction of about $80 million in actual interest 
payments to foreigners (although interest due increased slightly). 
Net long- and medium-term external financing of the public and 
banking sector was reduced by $493 million, requiring the Government 
of Costa Rica to take on $520.8 million in short-term obligations. 
As such, although reserves increased slightly, the quality of the 
debt worsened (the terms shortened). 


Costa Rica has yet to reach a rescheduling agreement with its 
commercial bank creditors, who hold $1.5 billion of the total $3.9 
billion external debt. Costa Rica was able to reach agreement with 
the International Monetary Fund (IMF) in 1986 without prior 
rescheduling with the commercial banks. The banks are currently 
receiving a minimum of $5 million per month, approximately half the 
contractual interest. Paris Club negotiations to reschedule 
bilateral official debt are expected during the second half of 
1988. A structural adjustment loan of $100 million from the World 
Bank, supplemented by the same amount in co-financing from the 
Japanese Government, will be disbursed in late 1988 or early 1989 
once it is approved by the Legislative Assembly. 


IMPLICATIONS FOR U.S. TRADE AND INVESTMENT 


Costa Rica’s democratic traditions and stable economy combine with a 
highly literate population and reliable networks of telecommunications, 
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electricity and transportation to create an attractive business 
environment. In both previous and current administrations, Costa 
Rica continues to improve the efficiency of its bureaucracy, enhance 
its investment and trade incentives in ways compatible with world 
trading regimes, and seek additional ways to benefit from its close 
links to the United States through the CBI. The Ministry of Foreign 
Trade (MINEX), coordinates governmentwide efforts in investment and 
trade development, to include oversight of the free zone industrial 
parks, as well as primary responsibility for trade negotiations 
including entry into the GATT and textile quotas. The Ministry is 
increasingly aware of the need for close consultations with foreign 
as well as local businesspeople, realizing that foreign trade and 
investment are the key to Costa Rica’s sustained growth. 


The CBI has stimulated greater awareness of bilateral business 
opportunities on both the U.S. and Costa Rican sides. U.S. 
investors represent the bulk of the $14 million in new investment 
per year which has been recorded with the Central Bank in recent 
years. The CBI provides duty-free access to the U.S. market for the 
majority of the CBI country products (with the exception of 
textiles, canned tuna, petroleum products, watches, footwear, and 
certain leather products) through 1995. Costa Rica’s designation as 
a beneficiary country has led to increased investments in industries 
which produced CBI eligible goods. While subject to bilateral 
negotiations, apparel products produced in Costa Rica from cloth 
made and cut in the United States can also benefit from a special 
program of guaranteed access levels to the U.S. market under the 
drawback program. A more complete investment climate statement can 
be obtained from Costa Rica Desk Officer at the Department of State 
or Commerce. Additional information can also be obtained from the 
Costa Rican private sector organization known as CINDE (Costa Rican 
Coalition for Development Initiatives), which operates an active 
investment promotion program through regional offices in the United 
States (Atlanta, Chicago, New York, and Los Angeles). The Overseas 
Private Investment Corporation (OPIC), 1615 M Street, NW, 
Washington, DC 20527, offers political risks insurance and capital 
loans for qualified U.S. investment in Costa Rica. 


Unfortunately, with the opening of markets for new (and sometimes 
exotic) export products, a number of unsound or fraudulent 
investment schemes has emerged. These schemes are usually operated 
by U.S. or European prinicipals to capture dollar funds, but use 
Costa Rican addresses. Potential investors should therefore 
exercise due caution before investing with firms with which they are 
unfamiliar. 


The bulk of U.S. economic assistance to Cost Rica is in the form of 
balance-of-payments support, financing the importation of essential 
goods from the United States. Nevertheless, the overall market for 
U.S. exports is constrained by the need to stabilize the balance of 
trade and by limited access to external financing in light of Costa 
Rica’s heavy indebtedness. A few imports, such as major purchases 
for the Social Security Hospital System ($8.5 million for 1988), are 
included in the ordinary budget and therefore require no financing. 
Financing from the Export-Import Bank, and credit guarantees through 
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FCIA, are limited to private sector borrowers. 


Financing from multilateral sources, such as the Inter-American 
Development Bank (IDB), is available for major state development 
projects. Among these are a geothermal project in Guanacaste 
province, upgrading of the telephone service, and a new regional 
microwave network for Central America (all implemented by the 
Instituto Costarricense de Electricidad, ICE). Several road 
construction and irrigations projects, a few forestry development 
programs, and a tourism development program--which includes 
renovation, expansion, and construction of tourist facilities--also 
receive IDB support. Details are available through the Department 
of Commerce’s Major Foreign Projects Office, Room 2015B, Washington, 
DC 20230, (202) 377-5226, or from the Commercial attache, U.S. 
Embassy, San Jose. 








Show the world what 
‘ve come 


now! 
AMERICAN INGENUITY 


American business is known around the world 
for its inventiveness, its competitiveness, and 
its ingenuity. Take advantage of America’s 
reputation and increase your profits through 
export. COMMERCIAL NEWS USA magazine 
- a showcase of American ingenuity - can get 
your message directly to over 80,000 business 
and government executives worldwide. 


Your company is part of the American business 
tradition. Join the thousands of U.S. firms each 
year that generate overseas interest and 
thousands of dollars in sales from listing their 
product in only one issue. You, too, can use 
this publication to find new overseas agents, 
distributors, licensees or end users for your 
product. 


Promoting your product, service, or trade and 
technical publication in COMMERCIAL NEWS 
USA is easy and cost effective. For less than 
$200 - a fraction of the cost of commercial 
advertising - you can test the world market for 
your new product or service. It’s a great way to 
begin exporting or expand your current 
exporting activities. 


New and productive markets 
are waiting to see the results of 
your ingenuity -let the world know 
what you’ve come up with now. 


COMMERCIAL NEWS USA is the official 
export magazine of the U.S. Department of 
Commerce. Call the Department of Commerce 
District Office nearest you for more 
information on COMMERCIAL NEWS USA or 
the many other export assistance 
programs we have for you. You'll find 
a listing of the District Offices on 
page 144 in this publication. 


Commercial News USA is published by USDOC’s U.S. and 
Foreign Commercial Service, your global network of trade 


professionals. 


U.S. Department of Commerce 
International Trade Administration 
U.S. and Foreign Commercial Service 
HCHB Room 2106 

Washington, D.C. 20230 








